WHERE DOES CFA INSTITUTE STAND ON THE ISSUE?
CFA Institute noted its support for further review of the issues back in 2013-that is, for having the OFR objectively conduct research on issues related to financial stability. In the end, that research lacked readily available data to support OFR determinations about asset managers' activities and whether they posed significant systemic risk. Moreover, the report gave little weight to the fact that existing federal regulations under which many asset managers fall already restrict a number of activities that the report suggests would amplify risk. Thus, we urged additional research and analysis before reaching conclusions about whether stricter and more onerous banking and Federal Reserve regulation is needed for this industry.
Regulators ultimately put off asset manager SIFI designations and instead solicited public comment on the potential risks to US financial stability from asset management products and activities (specifically, liquidity and redemptions, leverage, operational functions, and resolution in the asset management industry). As previously noted, it is not a US issue only-the Financial Stability Board and the International Organization of Securities Commissions have sought public comment on proposed methodologies for identifying globally active, systemically important investment funds.
CFA Institute supports the monitoring of asset management firms by existing regulators for their potential to create risks to the financial system because we recognize how the use of leverage, inability to delay redemptions, and significant asset concentrations could transmit problems throughout the financial system. Additionally, this existing oversight is coupled with regulations already covering asset managers, large and small, from amassing huge leverage and permitting the use of mechanisms, such as "gating," to modulate redemptions. Even those that are permitted to use leverage-hedge funds and exchange-traded products-have built-in protections, including market-based pricing, that mitigate the potential for systemically transmitted failure.
In the final analysis, asset management is fundamentally different from bank and insurance institutions in that, beyond the mechanisms noted previously, asset managers typically don't own the assets they manage, which usually consist of publicly traded, more marketable, and more liquid securities.
CFA Institute does support and encourage efforts for an ongoing assessment of potential systemic risk posed by the asset management industry. It supports stronger oversight and regulatory refinements in this regard by existing regulators. Accordingly, a decision to introduce and overlay the existing system with a further set of regulations and regulators less knowledgeable and experienced with the sector's business models must be well founded.
As it stands, such an action would be very costly, inefficient, and unsupported by the reviews conducted.
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